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Distributive trade is an important sub-sector of domestic trade. It is the third 
biggest contributor to GDP in 2005 and the second largest in terms of 
employment after manufacturing.  Key drivers for growth in Malaysian 
distributive industry in particular retailing are increasing incomes and 
affluence, urbanization, changing consumer lifestyle and increased market 
liberalization. It is anticipated that retail trade will continue to be an important 
economic activity in the country in the future. The Malaysian distributive 
trade in particular retailing is confronting with increase competition with more 
players and expansion of foreign firms. To address this challenge the domestic 
distributive sector need to enhance it competitiveness. Local retailers and 
wholesalers must undertake efforts to strengthen their capacity and capability 
to respond to changes in the general tastes and preferences of consumers as 
well as increased competition in the marketplace. In terms of the government, 
effective measures need to be undertaken to strengthen the appropriate policy 
and legal framework to promote a competitive, efficient and dynamic 
domestic trade sector.  
 




A robust and growing domestic trade is one of the key components for a 
resilient national economy and a cushion against external shocks. Hence, 
rising domestic consumption and trade had been among others the factor that 
helped Malaysia rebound from the Asian financial crisis of 1997. One 
important sub-sectors of domestic trade is the distributive trade.  Over the 
years distributive trade has contributed significantly to Malaysian economy. 
This sector has undergone a continuous and marked changed over the decades 
and poised to confront more challenges with increased globalization. The 
objective of this paper is to discuss the roles of distributive trade in particular 
the retail sector in Malaysian economy, and to highlight the main challenges 
faced by this sector with increased liberalization of the country’s economy.   
 
The paper is organized as follows. The next section presents the economic 
roles of distributive trade. The development, contributions as well as the 
prospects of Malaysian distributive trade is discussed in section three. The 
fourth section highlights the emerging trends and the challenges. The last 
section is the conclusion. 
 
2. Roles of Distributive Trade 
 
Distributive trade comprising wholesale and retail trade is a subset of the 
services industry. According to the Department of Statistics, Malaysia (2005), 
“Wholesale is the resale (sale without transformation) of new and used goods 
to retailers, to industries, commercial, institutional or professional users, or to 
other wholesalers, or selling merchandise to, such person or companies”. 
Whereas retail trade, is “the resale (sale without transformation) of new and 
used goods to the general public for personal or household consumption or 
utilization”. In short, wholesale trade involves the sale of goods in large 
quantities to firms and retailers, while retailing is the sale of goods in small 
quantities directly to final consumers for their own personal or household use. 
 
The role of distributive trade in economic development is a crucial one. In 
nearly all economic systems, distributive trade forms a vital link in the 
distribution channel from production to consumption (Findlay, Paddison & 
Dawson 1990). It fulfills the important economic role of making product and 
services accessible to consumers. Distributive trade is very significant in many 
countries in terms of volume of trade transacted, employment creation and as a 
social institution. According to Anderson and Betancourt (2002), the average 
contribution to Gross Domestic Product (GDP) of the retail and wholesale 
trade for a group of 74 countries during the period of 1950 – 1983 is 13.5%. 
The wholesale and retail together rank second only to manufacturing in their 
contribution in the US and the retail trade constitute between 50% and 60% of 
the distribution sector’s contribution to GDP. 
 
In general, the structure of the distributive system depends on levels of 
economic development. As the economy progresses, more efficient means of 
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producing and distributing goods and services is introduced into the economy 
that improve the society’s standard of living. Globalization, now more than 
ever is producing an international convergence both in patterns of 
consumption and in the modes of distributive trade. Rapid economic growth, 
urbanization and the increasing influence of western culture and media has 
radically altered lifestyles and spending patterns in developing countries;  
transforming the retail sector. At the centre of this revolution is the modern 
self-service stores; supermarkets, hypermarkets, chain convenience stores, etc.   
 
3. Development in Distributive Trade in Malaysia 
 
Malaysian distributive trade has seen tremendous growth since 1990s. In 1990, 
there were a total of 124,121 wholesale and retail trade establishment in the 
country of which 91% were retailers. The total number of wholesale and retail 
establishment increased to 216,400 in 1998 (Malaysia 2001) representing an 
increase of 74.3% in that period. Retail trading encompasses a wide variety of 
goods and services ranging from consumer durables to foods. Retail in 
Malaysia is wide ranging; from hypermarket, department stores, supermarkets, 
mini markets, specialty stores, provision stores, direct sale, wet market stalls 
and pavement shops.   
 
Wholesale and retailing accounted for 88% of the small and medium 
enterprises in the services sector of the country1. Generally retail outlets were 
evenly distributed between urban and rural areas. On the other hand, 
wholesalers were concentrated in urban areas. Geography also dictates the 
profile of grocery and general retail channels. Modern outlets are clustered in 
cities and bigger towns, while traditional outlets were concentrated in small 
towns and rural areas. About 52% of retail establishments were situated in 
rural areas, 20% in large towns and 28% in metropolitan areas (Malaysia 
1991). Sole proprietorship was the major form of business entity in 
distributive trade. In 1990, 82.3% of the retailers and 45.9% of wholesalers 
were sole proprietors. This in a way indicated that retailing was very much 
dominated by family-based business.  
 
Distributive trade is the third biggest contributor to GDP in 2005 after 
manufacturing and finance, real estate and business services (Table 1). This 
sector recorded an average growth rate of 4.2% per annum during 1996 – 2000 
periods despite a negative growth of 3.1% in 1998. In the periods of 2000 – 
2005 this sector grew at an average of 5.2% per annum (Malaysia 2006). 
According to the Department of Statistics, Malaysia (2005), the value of sales 
of wholesale and retail sector in 2004 is MYR136.8 billion, which represent 
37.4% increased from MYR99.5 billion in the year 2000. According to Retail 
Group Malaysia, estimated retail sales in 2003 is about MYR47 billion. 
                                                 
1 Speech by Dato’ Seri Rafidah Aziz, Minister of International Trade and Industry of Malaysia 
at the Launching of Malaysia International Trade & Industry Report 2003, and Report on the 





Table 1: Gross Domestic Product by Industry Origin, Malaysia (%) 
 1985 1995 2000 2005 2010* 
Agriculture & Forestry 20.8 10.3 8.9 8.2 7.8 
Mining & Quarrying 10.4 8.2 7.3 6.7 5.9 
Manufacturing 19.7 27.1 31.9 31.4 32.4 
Construction 4.8 4.4 3.3 2.7 2.4 
Electricity, Gas & Water 1.7 3.5 63.9 4.1 4.1 
Transport, Storage & 
Communications 
6.4 7.4 6.8 8.8 9.1 
Wholesale, & retail + 12.1 15.2 14.8 14.7 15.2 
Finance, real estate & 
business services 
9.0 10.4 12.7 15.1 15.8 
Government services 12.2 7.1 7.6 7.6 7.0 
Other Services 2.3 7.7 7.5 7.8 8.0 
Source: Malaysia 1991, 2001, 2006 
Note: * projection/estimate 
          + including hotels & restaurants 
 
Table 2: Employment by Sector 1985 – 2010, Malaysia (‘000) 
 1985 1995 2000 2005 2010* 










































































































 5624.6 7999.2 9271.2 10894.8 11976.0 
Source: Malaysia 1991, 2001, 2006 
Note: * projection/estimate   
           + including hotels & restaurants          
-figures in italics are employment by sector as a percentage of total  
employment  
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In terms employment, distributive sector is the second largest after 
manufacturing. In 2005 there were 1927200 people employed in this sector. 
Employment in this sector has increased almost double in the last two decades, 
from 917,300 jobs in 1985 to 1927200 jobs in 2005 (Table 2). The growth rate 
of employment in this sector was 3.3 to 3.4 by per annum in the periods of 




It is anticipated that retail trade will continue to be an important economic 
activity in the country. Macroeconomics and consumer indicators suggest a 
bright future for the distributive industry. The key drivers of growth are 
increasing incomes and affluence, growing tourist arrival and gradual market 
liberalization. The total number of grocery retail outlets is forecasted to grow 
steadily, so are their average sizes, influenced by the advent of supermarkets 
and hypermarkets. Higher disposable incomes, increased urbanizations and 
modern lifestyles are expected to result in a rapid growth of distributive sector. 
Bank Negara Malaysia in its Economic Report 2007/2008 said that domestic 
demand would be the main driver of the economy while external demand was 
expected to pick up in tandem with improved prospect in world trade. Strong 
consumption spending as well as higher tourist arrivals and establishment of 
new retail outlets will contribute to sturdy growth in wholesale and retail 
trade.  
 
This sector will benefit from growth in the tourism sector which has seen the 
arrival of foreign tourists grew at the rate of 10% per annum since 2000. With 
the government aims to establish Malaysia as a preferred shopping destination 
since Eight Malaysia Plan, many new shopping areas have been designated 
and many shopping campaigns and carnival were launched to attract shoppers 
from local and abroad. As part of Malaysia’s 50th Independence Anniversary, 
the country has designated 2007 Visit Malaysia Year in a concerted effort to 
woo more international visitors. The government is targeting for 20 million 
tourists, up by 16% higher than that recorded for 2006. In 2005 receipt from 
16.4 million tourists who visited Malaysia was MYR31.9 billion, of which 
shopping accounted for about 23% or MYR7.3 billion2.  
 
Distributive trade sector also has been identified as one of the sub-sector in the 
services sector to be further developed under the Third Industrial Master Plan 
(2006 – 2020) in line with the government objective to position services as a 
major source of growth. In the Ninth Malaysia Plan, the government will 
allocate RM1.965 billion for the development of this sector; about RM450 
million for fund for distributive trade, RM1.372 billion for business premises, 
RM27 million for modernization of trade services and RM116 million for 
training and consultancy.   
                                                 
2 The ranking for other countries in Southeast Asia are as follows: Thailand number 16, 
Philippines number 23 and Indonesia number 25. Source: Retail Asia Online at 
.http://retailasiaonline.com/magazine/archive/2007/mag2007_01_coverstory01.html  
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In terms of foreign investment, the Global Retail Development Index (GRDI) 
2007, a study of retail investment attractiveness among 30 emerging market 
conducted by managing consulting firm A.T.Kearney  ranks Malaysia number 
8 most attractive after India, Russia, China, Vietnam, Ukraine, Chile and 
Latvia3. Published since 2001, the GRDI ranks emerging countries based on a 
set of 25 variables including economic and political risk, retail market 
attractiveness, retail saturation level, GDP growth and retail growth, to help 
retailers prioritize their global development strategies.  
 
4. Emerging Trends & Challenges  
 
4.1 Changing Consumer Lifestyle 
 
In 2005 Malaysia’s total population stood at 26.75 million. Over the last 10 
years, Malaysian population has been growing at a steady rate of 3.0% per 
annum.  Malaysia is classified as an upper-middle income country and 
considered one of the most developed of the developing countries. Mean 
monthly gross income per household at current prices in 2004 is 
MYR3249.004 Mean monthly average urban and rural household income in 
2004 at current prices is MYR395.00 and MYR1825.00 respectively5. 
Malaysia’s consumer lifestyle has been evolving and changing due to the 
rising affluence and education level, urbanization and demonstration effect of 
consumption in developed countries.  Slowly but steadily more westernization 
and sophistication has embraced Malaysia. Given the socio-economic change 
and evolving lifestyle of the population, the distributive trade in particular 
retailing will continue to undergo structural changes and face significant 
challenges to meet changing expectations of consumers that will impact upon 
its future development. The vibrancy of this sector is reflected by the changing 
structure of the sectors with increasing numbers of shopping complexes, 
hypermarkets, department stores, supermarkets and specialty stores in 
response to evolving retail and marketing concepts, lifestyles and competitive 
environment. The increasing presence of supermarkets and hypermarkets, 
especially in the cities and bigger towns, in a way reflected the changing 
consumption behaviour and preferences of consumers for the convenience, 
comfort, product variety and quality  offered by these one-stop shopping 
establishment. Since the emergence of these retail establishments, people 
living in urban areas are accustomed to shop in supermarkets and 
hypermarkets.  
 
3.2 Increased Competition  
 
The Malaysian distributive trade in particular retailing is confronting with 
increase competition with more players and expansion of foreign players. 
Since their debut in the 1990s, foreign-owned supermarkets, department stores 
                                                 
3 Current News. Available at http://www.atkearney.com/main.taf?p=1,5,189  
4 or MYR3022 at constant prices (1999). 
5 or MYR3680.00 and MYR1744.00 at constant prices (1999),   respectively. 
 7
and hypermarkets are fast gaining popularity in Malaysia. The number of 
foreign-owned hypermarket has increased more than four folds in the periods 
of 2000 to 2005; from 16 in 2000, to 68 in 2005, representing an average 
annual growth of 29.8% (Table 3). Global retail groups are entering the 
country with maximum size and scale to build on their success in other 
countries. But local retailers are fighting back. Big players include Hong 
Kong’s Dairy Farm with its 12 hypermarket and 42 supermarkets under the 
Giant brand, France-based Carrefour with 7 hypermarkets, Makro with 8 
hypermarkets, Britain’s Tesco (a joint venture with domestic group Sime 
Darby ) with 5 hypermarkets, Japan’s Jaya Jusco with 11 superstore chain and 
Court Mammoth with 79 stores6. Domestic major retailers includes The Stores 
with 38 department stores cum supermarkets and 2 hypermarkets, Parkson 
Retail Group with 26 department stores and 5 hypermarkets and Ocean Capital 
with 17 department stores and supermarkets. Hypermarkets alone make up 
about 10% of the grocery retailing market in 2004 and are expected to increase 
their share over the next few years. In 2006 Giant registered combined total 
annual sales of MYR3 billion, followed by Jaya Jusco at MYR1.8 billion, 
Carrefour at MYR1.1 billion and Tesco about MYR700 million.7.  
 
Table 3: Number and Growth of Selected Retail Establishment 2000 – 
2005, Malaysia 
 2000 2005 Average Annual 
Growth Rate (%) 
(2001 – 2005) 
Shopping Complexes 392 550 7.9 
Shop Units  242,000 297,000 4.2 
Hypermarkets: 
       Foreign 
       Local 
 
      22 







Source: Malaysia (2006), Ninth Malaysia Plan, Table 9-1, p 211 
 
The entry of foreign hypermarkets not only  have created jobs,  injecting 
foreign investment but also has resulted in more competition in the 
marketplace contributing to relatively lower product prices, better quality and 
safety standard. While this has benefited the consumers, there are concerns 
that these giant outlets will have an adverse effect on the overall retail 
environment in the country. Malaysian consumers are increasingly buying 
their everyday needs from hypermarkets attracted by their wide range of 
products and value for money that they offer. According Eight Malaysia Plan 
(2001: 458), a survey on shopping habit in 1997 indicated that shoppers at 
supermarkets increased by 1.5 times, while hypermarkets shoppers increased 
more than double since 1995. Small retailers and street vendors too use 
hypermarkets to buy their stocks, which they then sell on to end consumers. 
                                                 
6 Source: Grocery retailing in asia Pacific- www.kpmg.com.cn and 2004/2004 Global Retail & 
Consumer Study – www.pwc.com 
7 Source: Retail Asia Online at 
http://retailasiaonline.com/magazine/archive/2007/mag2007_01_coverstory01.html  
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According to Malaysia Retailers Association, before the entry of 
hypermarkets, the Malaysian retail industry has been considered as “sellers 
market”, i.e. suppliers, particularly multi-national companies (MNCs), were 
dictating prices, margins, stock levels and even promotions8. However, with 
foreign hypermarkets operators’ entry, because of their purchasing power they 
have the clout to negotiate with suppliers including multi-national suppliers, 
hence, get better terms based on customers needs, and this is something good 
which has evolved from the entry of foreign hypermarket in the Malaysian 
retail industry.  A study on the Impact of Hypermarkets on Distributive Trade 
in 1999 found that hypermarkets affected the sales of 56% of retailers in the 
neighbouring areas of where the hypermarkets are operated, and 35% of the 
retailers surveyed reduced their prices in response to competition from these 
hypermarkets (Malaysia 2001). With rising costs of living continue to impact 
purchasing power of Malaysian consumers, low prices and value for money 
certainly will be one of the biggest considerations of consumers when making 
their daily purchases. So, keen competition is expected to continue to 




Malaysian distributive sector today is witnessing a rapid change not seen 
before.  This can be attributed to changing trends and consumer lifestyles as 
well as increased competition as a result of market liberalization. While the 
MNCs and large enterprises are generally ready to deal with these changes, 
most SMEs still require capacity building to prepare themselves for a more 
open market environment. To address this challenge the domestic distributive 
sector need to enhance it competitiveness. Local retailers and wholesalers 
must undertake efforts to strengthen their capacity and capability to respond to 
changes in the general tastes and preferences of consumers as well as 
increased competition in the marketplace. They will need to improve their 
know-how and efficiency to improve productivity and competitiveness and 
adopt global best practice standards. In order to compete with hypermarkets 
and supermarkets, small retailers may need to realign their activities towards 
meeting specific consumer needs, e.g. by targeting niche market, e.g. by 
focusing on location (e.g. suburban residential areas), target certain segment 
(e.g. middle–income group), and focusing on offering high level of customer 
service. Another option is to go into joint ventures and strategic alliance with 
foreign partners. Currently there are collaborations between the Federal 
Agricultural Marketing Authority and some supermarkets and hypermarkets to 
market agricultural produce, handicrafts and products of SMEs. As had been 
suggested by the Malaysia Retailers Association, local retailers need to 
compete squarely with foreign hypermarkets through major restructuring and 
improvements. According to them the government can assist by encouraging 
financial institutions to provide funding, encouraging mergers and 
                                                 
8 Domestic Trade – Policy and Challenges, Domestic Trade Forum – Towards A Sturdy 
Growth of The Domestic Economy 19 May 2003. available at 
http://mra.com.my/SharedImages/Library/htm/F-191.htm  
 9
acquisitions, as what has been done to the banking industry, as well as 
encouraging foreign hypermarkets operators to link up with local operators9.  
 
In terms of the government, the challenge is to reconcile the need to protect 
the domestic industry with the need to benefit from services liberalization. It is 
not an easy task but appropriate effort need to be done towards this end. In 
2002, for example, the Malaysian government had frozen all applications for 
new hypermarkets and imposed restrictions on shop sizes, opening hours and 
location for foreign hypermarket companies to protect local retailers. Retail 
analysts worry that this could spook foreign investors. However, the rules was 
eased in 2006, and 147 foreign retail outlets were approved including 17 
hypermarkets and 12 superstores.10 In general, the Malaysian government is 
keen to see greater development across the board, and has encouraged local 
retailers to upgrade and adopt modern business practices and technology to 
expedite their integration into the changing distributive trade system. As 
commented by some retailers, the government should help retailers modernize 
and be competitive rather than beat the competition. They think that the 
government need to think about the consumers too, not just protect inefficient 
operators.    
 
Despite a growing economy, the continued pressure from intense competition 
is likely to trigger further industry consolidation including mergers and 
acquisition. In this regard, to safeguard against anti-competitive behaviourin 
the industry, effective measures need to be undertaken to strengthen the 
appropriate policy and legal framework to promote a competitive, efficient 
and dynamic domestic trade sector. At present Malaysia has no competition 
company, but according to the Ninth Malaysia Plan (2006: 213), a fair trade 
law and policy is in the formulation process and will be implemented in 
stages.   
 
5. Conclusion  
 
Distributive trade is an important sub-sector of domestic trade. It is the third 
biggest contributor to GDP in 2005 after manufacturing and finance, real 
estate and business services, and the second largest after manufacturing in 
terms of employment. The vibrancy of this sector among others was reflected 
by the changing structure of the sectors with increasing numbers of shopping 
complexes, hypermarkets, department stores, supermarkets and specialty 
stores, in response to evolving retail and marketing concepts, lifestyles and 
competitive environment. Key drivers for growth in Malaysia distributive 
industry in particular retailing are rising standard of living and affluence, 
urbanization, changing consumer lifestyles and increased market 
liberalization. The Malaysian distributive trade in particular retailing is 
confronting with increase competition with more players and expansion of 
                                                 
9 Ibid 




foreign players. To address this challenge the domestic distributive sector need 
to enhance it competitiveness. Local retailers and wholesalers must undertake 
efforts to strengthen their capacity and capability to respond to changes in the 
general tastes and preferences of consumers as well as increased competition 
in the marketplace.  
 
In terms of the government, the challenge is to reconcile the need to protect 
the domestic industry with the need to benefit from services liberalization. In 
this regard appropriate efforts must be undertaken by the government to help 
retailers modernize and be competitive, and also promoting collaboration 
between local and foreign retailers. To promote a competitive, efficient and 
dynamic domestic trade sector, effective measures need to be undertaken to 
strengthen the appropriate policy and legal framework in line with the 
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